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EQUILIBRIUM SEARCH WITH TIME-VARYING
UNEMPLOYMENT BENEFITS
Abstract
In this paper, we show how time-varying unemployment benefits can
generate  equilibrium wage dispersion in an economy in which
identical firms post wages and homogeneous workers search for
acceptable offers. We allow for matching frictions and for free entry
and exit of vacancies, and we model time-varying unemployment
benefits  in a simple and natural way. We characterize the
equilibrium, and we derive the  comparative statics effects of
changes in the unemployment compensation system on the
equilibrium wage distribution and the unemployment rate.
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4Dqrwkhu zd| wr jhqhudwh htxloleulxp zdjh glvshuvlrq zlwk h{ dqwh krprjhqrxv djhqwv
lv wr exlog d prgho lq zklfk kljk0zdjh ￿upv vx￿hu ohvv wxuqryhu wkdq orz0zdjh ￿upv
gr1 Exughww/ Odjrv/ dqg Zuljkw +5333, gr wklv e| doorzlqj zrunhuv wr sxuvxh ￿fulph
rssruwxqlwlhv1￿ Wkh lghd lv wkdw zrunhuv lq kljk0zdjh ￿upv duh ohvv olnho| wr wdnh xs vxfk
rssruwxqlwlhv +dqg/ li fdxjkw/ ohdyh wkh ￿up lqyroxqwdulo|, wkdq duh zrunhuv lq orz0zdjh
￿upv1
5Wkhuh duh rwkhu zd|v wr jhqhudwh uhvhuydwlrq zdjh glvshuvlrq dprqj h{ dqwh lghqwlfdo
zrunhuv1 Iru h{dpsoh/ lq Doeuhfkw/ D{hoo dqg Odqj +4<;9, vhdufkhuv gudz zdjh dqg sulfh
r￿huv lqghshqghqwo| dqg vlpxowdqhrxvo|1 D vhdufkhu zkr gudzv d orz sulfh lv zloolqj wr
dffhsw d orzhu zdjh/ l1h1/ kdv d orzhu uhvhuydwlrq zdjh/ wkdq lv d vhdufkhu zkr gudzv d
kljk sulfh1
6Rxu prgho fdq eh lqwhusuhwhg dv rqh lq zklfk wkh vhdufk dfwlylw| ri xqhpsor|hg
zrunhuv lv lpshuihfwo| prqlwruhg e| d jryhuqphqw djhqf|1 Vxssrvh xqhpsor|hg zrunhuv
duh sxqlvkhg e| d uhgxfwlrq lq wkhlu ehqh￿wv iurp e wr v zkhq irxqg wr eh sxwwlqj iruwk
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ohvv vhdufk h￿ruw wkdq uhtxluhg dqg wkdw ghwhfwlrq ri lqvx!flhqw vhdufk h￿ruw rffxuv dw
Srlvvrq udwh ￿= Li doo zrunhuv fkrrvh wr sxw iruwk ohvv wkdq wkh uhtxluhg h￿ruw ￿ dqg wklv
lv d sodxvleh dvvxpswlrq/ jlyhq wkdw zrunhuv duh krprjhqhrxv ￿/ wkhq wklv ￿vdqfwlrqv￿
prgho lv htxlydohqw wr rxu prgho zlwk wlph0ydu|lqj ehqh￿wv1 Wkdw lv/ rxu prgho fdq eh
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7Vlqfh doo r￿huv dw ze duh dffhswhg/ zkhuhdv rqo| d iudfwlrq 4 ￿ ￿ ri r￿huv dw zv duh
dffhswhg/ wkh htxloleulxp glvwulexwlrqv ri zdjhv r￿huhg dqg ri zdjhv sdlg duh qrw wkh vdph1
Wkh uhodwlrqvkls ehwzhhq wkh wzr glvwulexwlrqv fdq eh ghulyhg iurp wkh frqglwlrq wkdw wkh
 rzv ri zrunhuv lqwr dqg rxw ri kljk0zdjh hpsor|phqw pxvw eh wkh vdph1 +Htxlydohqwo|/
rqh fdq xvh wkh frqglwlrq wkdw wkh  rzv lqwr dqg rxw ri orz0zdjh hpsor|phqw duh wkh
vdph1, Ohw ￿ ghqrwh wkh iudfwlrq ri hpsor|hg zrunhuv zkr duh sdlg ze= Wkh vwhdg|0vwdwh
frqglwlrq lv wkhq !p+￿,x @ ￿￿+4 ￿ x,= Xvlqj htxdwlrqv +<, dqg +43, wr holplqdwh x/w k l v
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8Wr vhh wklv/ uhzulwh htxdwlrq +49, dv
fp+￿, ￿ +u . ￿,f @ ￿+{ ￿ f ￿ e ￿ k,p+￿,@￿=
Wkh ohiw0kdqg vlgh/ zklfk lv prqrwrqlfdoo| lqfuhdvlqj lq ￿> htxdov ￿+u . ￿,f zkhq ￿ @3
dqg whqgv wr lq￿qlw| dv ￿ $4 = Wkh uljkw0kdqg vlgh lv prqrwrqlfdoo| ghfuhdvlqj lq ￿ +li
dqg rqo| li { ￿ f ￿ e ￿ k?3,/ whqgv wr lq￿qlw| dv ￿ $ 3 dqg whqgv wr }hur dv ￿ $4 =
Wkxv/ zkhq {￿f￿e￿k?3> wklv htxdwlrq kdv d xqltxh vroxwlrq= Zkhq {￿f￿e￿k @3 >
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